The paper reviews the development process of bank and microfinance sector in China and presents their regulatory status. The financial sector is largely bank-based and dominated by the four state commercial banks in China. However, government liberal policy and special attention to financing underdeveloped regions and SMEs have gradually improved the scenario. The development of non-state banks, non-bank financial institutions and MFIs has extended financial services to the areas where state banks were previously not so active. Consequently, government banks, micro-credit companies along with some national and international MFIs and donor agencies have started their business a greater extent although the market freedom is still questionable. The benefit of microfinance services lies on favorable government policy formulation and allowing MFIs reasonable freedom toward smooth development. Thus, it is suggested that government authorities should take necessary steps for resolving the existing barriers of the promising microfinance sector in China.
Introduction
Financial access to all social groups particularly to the poor has become an important tool for reducing poverty and inequality for many developing countries in the world. China made unprecedented success in her economic and social aspects since reform and opening up started in 1978. It has made significant success in poverty reduction and rural development (ADB, 2008) . For instance, official poverty fell from 15 percent in 1984 to 2 percent in 2007. However, the development of the financial sector is at a slower pace compared to other sectors in China's economy. China's financial sector is underdeveloped and inefficient in respect to market domination by four State Commercial Banks (SCBs), higher bank deposit and banks lending have misallocated (Aziz, 2002) . In contrast, a substantial amount progress has been made in the reforming process. The important progress that has occurred are the restoration of a commercial banking system, development of non bank financing, rural financing, special priority to Small and Medium Enterprise (SMEs), micro-lending and the introduction of NGO-MFIs. Microfinance is the financial provision to the poor who are traditionally not served by the conventional financial institutions. These institutes not only provide credits but also provide supplementary services i.e deposit, insurance, remittance, education, health, market information, training, awareness building, forestation, and so on. Accordingly, several microfinance models have been developed in diverse political and economic contexts. The microfinance models have been trying to apply in China's financial market with reasonable modification (Sun, 2002) . In reality, microfinance is a young but promising sector in China introduced in 1993 (MIFA, 2009) . However, the potentiality of micro-credit is enormous in China in respect to large rural populations, unemployed workers, SMEs, micro enterprises, low rural coverage, limited outreach and high loan/deposit ratio of formal financial institutions (He, 2008) . So, the donors, government authorities, and NGOs come forward targeting poverty reduction through micro lending in the less developed regions of China (Aghion, 2002) . However, the commercialization did not really emerge in China until recently (He, 2009) . Within 15 years of microfinance experience, China has drawn some specific techniques and models, introducing a system suitable to the Chinese situation. But, the provision of supplementary services has not popularized among China's microfinance clients and providers. Even, the market freedom and favorable policy regulation is still lagged behind. Therefore, this paper's ultimate goal is to provide a consistent conceptual interpretation and discussion of the development process of the financial sector, and more specifically, the development of microfinance sector and the Phase I (1994 Phase I ( -1998 The phase can be regarded as an experimental phase; microfinance activities were limited with different development projects. Before 1994, some international foreign-aid projects in collaboration with other projects initiated credit plans for particular social groups (Table 2 )-i.e. United Nations Women Development Fund (UNWDF) for creating employment opportunities of women, International Foundation for Agricultural Development (IFAD) for improving food supply and increasing the nutrition level of middle and low income households in rural areas, the "Women, Population and Development" project implemented by UNFPA for revolving capital, and Hong Kong Oxford for providing credit to rural households for livestock farming and veterinary services (Druschel, 2002) . The first experiment of microfinance on the successful Grameen Bank model was replicated by CASS in 1993 in China. The client was poor rural women in four project sites-Yixian County, Hebei; Nanzhao County, Henan; Yucheng County, Henan; and Danfeng County, Shaanxi. The initiation of this project is regarded as the real outset of microfinance activity in China (Saich, 2001) . Hence, Funding the Poor Cooperatives (FPC) followed the Grameen Bank (GB) model, offering 8% interest rate (yearly), 5% of the loan is taken at the time of disbursement to serve as savings fund and 2 yuan (US$0.25) is also saved from weekly repayment (Du, 2001) . Loan is disbursed for one-year terms, weekly repayments are made, monthly or bi-weekly center meetings are conducted, and a first loan size is 1000 yuan (about US$ 121). The loan size increases to 1500 yuan in the second year and 2000 yuan in the third year and it is capped at 2000 yuan. 3.1.1Brief introduction of Donor funded Microfinance program In 1995, UNDP undertook a microfinance experiment project at Yilong County, Sichuan Province. The project has expanded to 48 counties of 17 provinces and became one of the largest microfinance projects assisted by an international organization in China. In 2008, UNDP has taken another collaborative project with CETICE for building an inclusive Chinese financial sector. The project is intended to build a draft national strategy for financial inclusiveness and will be submitted to the State Council at the end of 2011 (UNDP, 2008) . In 1996, the United Nations Children's Fund (UNICEF) began microfinance activities as social development program for poor areas. Beside micro-lending activities, UNICEF provided training on maternal and child health care. The United Nations Population Fund (UNFPA) began microfinance activities in 1998. Accordingly, several international and national organizations have come forward to micro-lending in China among others-World Vision (WV) began microfinance services in 1997, The Canada-China Women's Income Generating Project (CC97) began in 1997, Oxfam Hong Kong in Yunnan province since 1992, the China Foundation for Poverty Alleviation (CFPA) a Chinese non-governmental organization was formed in 1997 and Rural Credit Foundations (RCFs). Parallel with the above microfinance projects, the government has also been providing loans in rural areas through three leading financial institutions since the 1990s-the Agricultural Bank of China (ABC), for larger farming units such as seed companies and marketing co-operatives; the Agricultural Development Bank of China (ADBC), for storing crops, distributing, marketing, or processing agricultural products, or for large-scale agricultural development projects; while the Rural Credit Cooperatives (RCCs) for township and village enterprises (TVEs), and to middle-income male farmers ( Du 2002; Zhu, et al. 1997) . Hence, RCC is the first government bank providing micro loan to the farmers. RCCs have reached almost every township of rural China under the supervision of PBC. In 1996, the RCCs officially became independent entities (Watson 2002). Phase II (1999 -2004 This phase has been labeled as the entire participation of formal financial institutions and the institutionalization of various projects. RCCs introduced micro-credit and group loan businesses for rural households in 1999. The experiment of RCCs have made success in some provinces like Shaanxi, Sichuan, Yunnan, Hebei, Guangxi, and Guizhou as they experienced faster microfinance growth (He, 2009 ). In the reforming process, the PBC has widely promoted micro-credit for rural households across the country. Thus, China has adopted micro-credit program from poverty alleviation project to rural financial sector. At present, RCCs is the largest microfinance practitioner in China as formal financial institutions. Afterwards, in order to support the laid-off unemployed people for re-employed and meet the capital demand of that population, central government authorities (i.e. PBC, the Ministry of Finance (MOF), the State Economic and Trade Commission, and the Ministry of Labor and Social Security) encouraged local and provincial government to establish re-employment guarantee foundation since 2002. Consequently, laid-off unemployed are allowed start-up funds and working capital so as to uphold self-employment (Tang, 2009 ). This can be considered a holistic approach which satisfied laid-off unemployed through re-employment. The initiatives not only fulfilled the required funds but also expanded microfinance market from rural to urban areas in China.
Development

Development Phase III (2005-to date)
The third phase can be treated as the normalization and institutionalization phase of microfinance. The phase begins with issuing a series of regulations by regulatory bodies in favor of microfinance development. In 2005, as China had experienced ten years of microfinance development, the PBC launched micro-loan companies (along with RCCs) in Sichuan, Guizhou, Shanxi, Shaanxi and Inner Mongolia provinces, pushing forward to popularization of microfinance in China (Tang, 2009) . Hence, legalization of micro-loan companies was a significant event in the course of microfinance development in China as well as rural financial reform. In the course of microfinance development, China Association of Microfinance (CAM) was set up in 2005. CAM consists of domestic MFIs, relevant administrative departments, and domestic and international organizations as well as experts and scholars which care for and support the undertaking of microfinance. It is a collaborative, service-oriented, and self-disciplinary organization. The five main functions of the CAM include: policy coordination, self-regulation, technical assistance and training, information exchanges, and fundraising services (CAM 2010). In the process of liberalization, China Banking Regulatory Commission (CBRC) permitted postal saving banks to gradually develop collateral-based micro-loan services since 2006. At the same time domestic commercial banks and rural cooperative banks have also been encouraged to set up fully-owned lending companies specializing in credit business (similar to the micro-loan companies promoted by the PBC). These are Village and Township Banks (VTBs), Lending Companies (LC) and Rural Mutual Credit Cooperatives (RMCCs). The business scopes of VTBs and RMCCs focus on towns and counties as well as villages and towns respectively (He, 2009). Hence, the establishment of lending companies approved by the CBRC indicates another progress in the normalization course of microfinance in China. Additionally, since 2007, the CBRC encouraged micro-loan companies and all banking financial institutions to offer micro-credit to traditional farming households, households in a variety of businesses, sole proprietors and rural micro and small enterprises ( Table-2) . Furthermore, CBRC allowed individual, corporate legal entities and other social organizations investment towards the establishment of micro-loan (not allowed to collect public deposits) companies in 2008. At present, micro-loan companies are allowed to raise their funds from shareholders' capital, donated funds, and borrow from not more than two banking financial institutions (CBRC, 2009).
Microfinance structure and their services
Since the first microfinance seed was planted in China, a vast number of different types of microfinance operators have appeared within the Chinese market. The structure of microfinance system in China is shown in Figure 1 . Generally, there are three broad categories of microfinance service providers. These include-
Micro-credit by financial institutes
This category mostly includes state own formal microfinance service providers i.e. ABC, ADBC, RCCs, Rural Commercial Bank, Rural Cooperative Bank, Postal Savings, China Development Bank (CDB), MCC, VTB, LC, and RMCCs. The microfinance market share is dominated by these providers.
Micro-credit by NGOs & international organizations
The service providers are-NGOs, international organizations and social organizations. The international organizations have been providing financial services as project based with the collaboration of government agencies. They also incorporate different services beside micro-credit i.e savings, training in project sites. NGO lending services have covered countrywide and large volume of business.
Micro-credit by Government agencies
This category provides micro-credit focusing on the government poverty reduction program. For instance, Urban Credit Bank (UCB) was established to support laid-off workers which ultimately expanded micro-credit services to urban areas. The comparative features of different microfinance service providers are shown in Table 3 . Among microfinance suppliers, only NGO-MFIs and MCCs are non-financial institutions and consequently not allowed to work with savings or receive funding from commercial banks -thus, preventing them from enjoying economies of scale (CAM, 2008) . Even the lending companies are also not allowed to work with savings. In addition, the three newly created rural financial institutions (VTBs, LCs, and RMCCs) as well as MCCs are subjected to geographical restriction. The traditional collateral system for micro-financing still exists particularly for micro-lending companies, lending companies, postal saving banks, MCCs, and VTBs. Even RCCs and UCCs have followed a special kind of collateral to credit disbursement. RCCs required collateral for large loan amounts and UCCs required companies guarantee. On the other hand, the donor funded projects (UNDP, UNFPA, UNICEF, Heifer Project, World Vision, Oxfam Hong Kong and CIDA) are allowed to providing micro-credit services by collaboration with government departments or agencies having certain conditions.
Microfinance regulation
Microfinance development phase III, mostly covered the regulatory framework of China's microfinance. However, this section has tried to deal with some key issues of regulations. China Banking Regulatory Commission (CBRC) is the prime authorized institute to handle and maintain the rules and regulations of banking and MFIs sectors. Thus, CAM imitative to build a regulatory framework for the microfinance sector has been suspended due to the lack of authorization from government (Sun, 2008) . In fact, CAM was trying to construct microfinance regulations with the technical assistance from citi-training center of China Academy of Social Sciences (CASS). Up to now, there is still a lack of complete regulation for the microfinance sector in China. Accordingly, slow and low quality development of these NGO-MFIs has mainly been attributed to the limitations caused by an incomplete regulatory and supervisory system (Du, 2005) . However, CBRC relaxation of interest rates and strong encouragement to micro-loan companies and village banks resulted in micro-lending coverage of 77 million household by the end of February 2008. With the approval of CBRC, commercial banks, NGOs and MFIs have started micro-lending services. At present, 91 village banks, 9 farmers' funding, 9 microcredit companies (7 domestic and 2 foreign) along with City Commercial Bank, ACLEDA, XAC Bank, and Grameen Bank have been providing financial services in China. According to CBRC report at the end of March 2009, 583 micro-finance companies have commenced their businesses in China which can be regarded as landmark for China's microfinance sector. CBRC has softened the requirements on SMEs loan applications procedures. Recently, government has planned to subsidize banks for the higher risk of lending to SMEs (World Bank, 2009 , CBRC, 2009 ). So, emphasizing SMEs loan disbursement and government subsidization can be regarded as forward looking to expand the financial market in China. The most influential and favorable regulation for microfinance industries are-
Creating business opportunity to National and International NGO-MFIs
Gradually, opening up the market for financial intermediaries, i.e national and international companies, individuals, state own commercial banks, micro-loan companies, lending companies, VTBs, RMCCs, postal savings resulted in the continual development of the microfinance sector in China.
Interest rate guidelines
It is emphasized that the establishment of micro-loan companies does not mean loan-sharking and laissez-faire prices. The CBRC stressed that lending rates should not exceed the ceiling set by the central bank but the lower limit should be 0.9 times the benchmark rates. The floating ranges can be determined in accordance with market principles.
Guideline for loan services
Loan area: there are guidelines to distribute loans for all kind of agricultural services (production, processing, transportation, and circulation), all consumer areas (purchase of daily consumer products, high-end consumer durables, building or buying houses), medical treatment, children's tuitions, entrepreneurship, migrant workers, start-up businesses and vocational and technical training. Loan size: the guideline stipulates that the micro-credit loan size in developed regions and less developed regions can be increased to 100,000-300,000 RMB ($1470-$4412) and 10,000-50,000 RMB ($1470-$7353), respectively. Loan size can be decided on individual cases but within the above range for other regions. The group loan size can be increased to a moderate extent based on credit loan size, and the success rate of previous loan. Loan procedure: micro-credit providers are encouraged to simplify micro-loan procedures in rural areas including: applications procedures, loan processing time; using credit line cards, revolving lending within credit lines, and to improve the convenience level of borrowing. Nevertheless, regulatory frameworks and policies governing microfinance in China remain vague and do not have a comprehensive framework. According to Prof. Muhammad Yunus, founder of Grameen Bank "…there should be a separate regulatory authority for MFIs as distinguished in character from that for the commercial banks. The regulatory authority for MFIs should evolve guidelines keeping in view the objectives of socio-economic development of the poor.." , which is absent in China in the present context. UNDP China has also identified three interrelated deficits which hindering the development of micro-credit and other microfinance services in China. Among three difficulties the legal and regulatory arrangements is the first and foremost (UNDP, 2005).
Conclusion
From the above discussion, it appears that the banking and microfinance services have expanded and improved gradually. Hence, the banking sector is close to the maturity stage while the microfinance sector is still at learning stage. The government reforming initiative is quite good but still at an experimental level particularly for the microfinance sector. CBRC has been providing some favorable policy guidelines for the development of the banking and microfinance sectors within a controlled environment. For instance, creation of the four state owned banks from a mono bank system, introduction of private and commercial banks, creation of competitive environment, gradually opening the market for foreign banks from the special economic zones to all over the country, inter banks transactions, special attention to SMEs loan was the landmark achievement in the banking sector of China. In addition, market access of micro-credit service providers such as RCCs, RMCCs ADBC, micro-loan companies, VTBs, postal saving banks, NGO-MFIs have significantly contributed to mobilizing capital in rural areas. Even the introduction of UCC has created financial opportunities for the urban poor and laid-off workers. Last but not least, microfinance has enhanced the financial access to the poor who were excluded from the formal banking system in China like other countries in the world. In contrast, the collateral system of financing is still practiced by service providers including, micro-lending companies, lending companies, postal saving banks, MCCs, and VTBs. In addition, the business restrictions (NGO-MFIs, MCCs, Lending Companies are restricted to collect deposit) are still an obstacle for the smooth development of microfinance sector in China. CBRC is the sole institute to deal with policy regulations for banks and microfinance service providers which may contradict to handle different goal oriented institutes (Banks and MFIs run their business in different perspectives). Therefore, it is recommended to the concerned authorities to have a balanced policy regulation for the microfinance 
